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SEC Release Relates Peer Review to Audit
Quality
Is peer review effective? The Securities and Exchange
Commission’s recent release proposing to mandate peer
reviews (see The CPA Letter, April 13 1987) shows a clear
correlation between peer review and audit quality. The
release’s Summary puts it concisely: “Available
information supports the position that peer review
contributes to the improvement of the quality of audits,
which in turn improves the reliability of financial
statements.”
Drawing on a Commission study of the 48 SEC
enforcement actions against accountants from 1981 through
1986, the release reports “the incidence of enforcement
actions against accountants which had not undergone peer
review was approximately eleven times higher than that for
accountants which had. ...”
The release also reports that “a substantial number of
the actions against accountants which had not undergone
peer review disclosed a general audit failure due to
significant lack of audit quality controls, a failure to apply
basic auditing procedures and/or an absence of a working
understanding of basic GAAP. In contrast, the actions
brought against accountants which had been peer reviewed
disclosed far fewer such problems, and more often related
to isolated breakdowns in audit quality controls or the
inappropriate application of GAAS or GAAP to relatively
complex transactions or events.”

release concludes “that peer review both is effective, and
is accepted as being effective, in improving audit quality.”
Although the release specifically requests comments
and data on the effect of peer review on practice quality,
the evidence it presents seems to establish clearly that there
is a real and consistent relationship between peer reviews
conducted by the Division and the quality of the reviewed
firms’ accounting and audit practice.
□

AICPA Publishes CPE Training Guide
The Institute recently published a training guide designed
to assist CPAs in course selection and to provide a basic
checklist and reference tool for training directors, program
planners and course developers.
Entitled the National Curriculum—A Pathway to
Excellence, the 950 page volume covers six general fields
of study appropriate for members in practice, industry or
government. Some 200 CPAs volunteered over 12,000
hours of their time to develop and perfect the Curriculum.
It is published in looseleaf form, and periodic updates are
planned. The Curriculum is available from the Institute’s
Order Department, at a member price of $124, plus
shipping and handling.
□

GAO Study Has Similar Conclusions

“A recent study by the GAO of audits performed
under the Single Audit Act also indicated that peer review
has an effect on audit quality,” the SEC release continues.
“The GAO reviewed 150 governmental audits, 77 of
which were performed by accountants which had been peer
reviewed and 73 of which were performed by accountants
which had not. Of the audits performed by accountants
which had not been peer reviewed, 59 percent were found
to be unsatisfactory, compared to 18 percent of those
performed by accountants which had been peer reviewed.
The percentages of audits with ‘severe standards violations’
were 41 percent and 2 percent, respectively, for the two
groups of accountants.”
Harris Survey Also Cited

Referring to the findings of a recent survey conducted
for the AICPA by Louis Harris and Associates (see
Journal of Accountancy, December 1986, pp. 25-26), the

PRC Raises Reviewer Rates
The Peer Review Committee authorized a $10 increase in
the hourly rates paid to reviewers on committee-appointed
review teams. The increase, which is effective September
1, is the first since 1983.
The new rates for reviews of firms with less than 20
professionals and no SEC clients are $70 for team
captains, $60 for team members who are partners or
proprietors, and $50 for other team members. For firms
with 20 or more professionals and all firms with SEC
clients, the rates are $10 higher in each classification.
These rates are lower than the average standard rates of
reviewers in the 1987 reviewer bank. The SECPS also
raised its reviewers’ hourly rates, for the first time since
1984.
□

PCPS Speaks out in Behalf of its
Members
Advocacy in behalf of CPAs who serve private companies
is a major function of the PCPS. In recent months the
Executive and Technical Issues Committees have spoken
out on a variety of issues that affect the Section’s member
firms.
Proposed CPE Requirements for Government Auditing

The principal message in the PCPS comments on the
GAO’s proposed revisions to its government auditing
standards is that the proposed CPE requirements are
excessively rigorous. Addressed to the Institute committee
that will develop the AICPA’s official response, the
Executive Committee’s letter points out that the proposal
would require all personnel assigned to a government audit
“to have a concentration of specialized CPE in government
auditing. This would restrict, unnecessarily and
unreasonably, the flexibility that firms of all sizes need in
assigning personnel. It would also exclude many small and
medium size firms from ever getting into government
work. . . .
“Instead, the requirement should apply only to the
individuals responsible for planning and directing the audit
and signing the audit report, and persons who perform
substantial portions of the field work. This is the approach
recommended in the AICPA’s March 1987 Report Of The
Task Force On The Quality of Audits Of Governmental
Units. (In February, the Institute’s Board of Directors
authorized submitting the cited report to government
officials and forming an implementing committee.)
The PCPS also pointed out that the proposed amounts
of CPE in narrowly defined subject areas are excessive.
“It is unrealistic and unnecessary for local firm personnel
to be required to have 80 hours every two years just in
subjects that contribute ‘directly to the auditor’s
professional proficiency to perform the audit.’ CPAs must
also keep current in, for example, compilation, review and
taxation. It is similarly unrealistic to expect 24 hours every
two years that are ‘directly related to the government
environment and to government auditing.’ Again, the
AICPA task force’s approach should be adopted—16 hours
in governmental auditing within three years before
beginning the audit.
“For a small or medium size firm that does not
already have a government auditing practice, the
essentially speculative advance CPE that the GAO
proposes to require would effectively preclude entry into
the field. This would have a strong anti-competitive effect
that the profession should characterize as unacceptable.
This is especially true in view of the fact that hundreds of
good local firms are established every year, and that their
services are needed not just by businesses, but also by
governments and grant recipients.”
The PCPS letter also commented on several technical
details in the GAO proposal.
Specialization Proposals

On a somewhat related subject, the PCPS urged the
Institute’s Committee on Specialization not to move ahead
with recognizing governmental auditing as an accredited
specialty. The Executive Committee’s letter stated, among
other things, that formal recognition of specialists in

governmental auditing would have a strong adverse effect
on local practitioners because only the larger public
accounting firms have the personnel resources needed to
meet the accreditation requirements.
“The PCPS does not oppose all specialty
accreditation,” the letter continued. “Indeed, our
Executive Committee members indicated their approval of
functional specialties, such as personal financial planning.
On the other hand, accrediting industry specialties—
government, health care, banking or whatever—would
make it virtually impossible for local firms to compete
effectively on other than a low bid basis. This would be
particularly objectionable for an audit service, since
auditing is the special expertise of all CPAs.”

FASB Proposals

The Technical Issues Committee submitted comments
on two FASB exposure drafts—one that would require
consolidation of substantially all majority-owned
subsidiaries; and another that would require not-for-profit
organizations to recognize depreciation. In each case, the
TIC generally supported the proposals and recommended
specific improvements in the technical details or
implementation approach. However, on the not-for-profit
depreciation proposal the TIC urged that the FASB
continue the exemptions in SOP 78-10—namely,
landmarks, monuments, historical treasures and structures
used primarily as houses of worship.
Meanwhile, the TIC has been concentrating its efforts
on the ten “expectation gap” proposals that the Auditing
Standards Board released earlier this year. The TIC plans
to comment for the PCPS on most of these drafts.
□

MSC Develops Products and Services
In just three years of existence the Member Services
Committee has developed a number of products and
services that are provided (or offered) to member firms.
Here is a recap.
1986 Tax Law Summary. Booklets for distribution to
clients; imprinted with firm name and a message about
Division membership, peer review and quality service.
Some 900 firms ordered more than 400,000 copies.
Tax Planning Guides. Published annually for
distribution to clients; imprinted with firm name and the
Division message. Used by more than 400 firms. 1988
Guide will be available later this year.
Single subject flyers. Leaflets explaining in terms that
clients can understand subjects such as lease vs. purchase,
business expense deductions, retirement planning.
Imprinted with firm name. Announced in May; to date 200
firms have ordered 400,000 copies.
Marketing and Public Relations Binder. Includes a
brochure production guide and a marketing kit; more will
follow. Distributed this spring to managing partners.
The MSC is eager to sponsor additional services that
will be really meaningful to a large number of member
firms. In doing this, however, it wants to avoid duplicating
that which is already available from the AICPA, state CPA
societies, or reliable commercial sources. Member firms’
comments and suggestions will be welcome. They should
be addressed to the Member Services Committee, Private
Companies Practice Section, at the AICPA.
□

